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Timothy J. Bartik

Thoughts on American
Manufacturing Decline
and Revitalization
The Recent Decline in American
Manufacturing
The decline in manufacturing is a
growing national issue, affecting all U.S.
regions. For example, from the beginning
of the decline in manufacturing in 2000
until the first quarter of 2003, real
earnings in manufacturing declined 14
percent nationally, with real earnings in
manufacturing declining at least 7 percent
in every major region of the United
States. 1
The manufacturing decline occurs in
output but is more severe in employment.
Manufacturing employment declined
around 16 percent from June of 2000 until
September of 2003, but manufacturing
output declined about 6 percent.2
Reasons for the Decline
The manufacturing decline is probably
more than a temporary, recession-related
phenomenon. Manufacturing output
declined by 7 percent from June of 2000
until the recession's trough in November
2001, and has essentially stagnated ever
since. Recession-induced job losses may
be temporary or permanent. This
recession has caused fewer temporary
layoffs and more permanent layoffs than
is usually the case. Both the recession and
its recovery have thus far been

accompanied by greater than usual
"structural shifts" in employment across
different industries (see, for example,
Groshen and Potter 2003).
In addition to being caused by the
recession, the manufacturing decline in
output is associated partially with recent
trade trends (about one-fourth due to trade
according to one estimate3), and partially
with unusually high productivity growth.
The U.S. trade problems in manufacturing
may be caused by temporary factors, such
as an overvalued dollar, and may be
caused by longer-run shifts in
comparative advantage that favor lowercost overseas production. Manufacturing
has also had unusually high productivity
growth for a recessionary period, which
helps raise U.S. incomes and the
competitiveness of U.S. manufacturing in
the long run but on net probably reduces
manufacturing employment in the short
run.
Some of the trends in U.S.
manufacturing appear difficult or
undesirable to reverse. Stronger economic
links around the world are desirable. Such
trade links provide U.S. consumers with
cheaper goods and low-wage countries
with opportunities for development,
which increases per capita incomes in
these countries while increasing their
1
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demand for U.S. goods and services.
Continuing technological improvements
in manufacturing are also desirable
because they help raise U.S. per capita
income. If we accept stronger trade links
and technological improvements as
desirable, we must also accept the
consequences: the lower skill component
of many manufacturing industries will
continue to shift to lower-skill countries,
and the manufacturing that remains will
need fewer workers to produce the same
product.

Steps to Enhancing U.S.
Manufacturing Competitiveness
However, those consequences do not
mean that nothing should be done to
encourage the revitalization of U.S.
manufacturing. While manufacturing
revitalization at all costs does not make
sense as a policy, revitalizing
manufacturing by correcting for market
failures that might impede manufacturing
competitiveness is a reasonable approach.
These market failures impede the efficient
development of new manufacturing

The decline in manufacturing
is a growing national issue,
affecting all U.S. regions.
products and production techniques.
Market failures include a variety of
inefficiencies in financial markets,
information markets, research and
development (R&D) markets, and labor
markets:4
1) Financing is not always available
for projects with significant long-run
benefits.
2) Manufacturers, particularly smalland medium-sized manufacturers, do not
always have adequate access to
information on how best to improve their
competitiveness.
3) R&D in manufacturing may often
have spillover benefits for others, such as
benefits for other nearby firms in a local
cluster, yet individual businesses do not
consider these spillover benefits in
making R&D decisions, which causes
underinvestment in R&D.
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4) Workers need government
assistance to finance education that will
develop the skills needed by
manufacturing firms and other firms.
5) Additional high-wage premium
jobs, in manufacturing or other industries,
can increase employment rates and avoid
the waste of human resources in
economically distressed regions.
I argue that the federal role should
primarily be that of supporting state and
local economic development efforts that
address the market failures which impede
the development of high-skill
manufacturing. These include state and
local economic development efforts to:
1) develop new high-tech clusters of
economic activity;
2) provide information to
entrepreneurs to help them develop better
business plans and locate financing;
3) enhance the availability of capital
for R&D, business start-ups, and business
expansions;
4) increase the supply of skilled
workers at all levels of skill, from
university scientists and engineers to
workers with skill certificates from
community colleges;
5) provide better information to
existing manufacturing plants,
particularly small and medium-sized
plants, on how to best improve
productivity; and
6) assist economically distressed
regions to develop more and better job
opportunities for local residents without
jobs.
Why should the federal role in
promoting the economic development of
advanced U.S. manufacturing be
primarily that of encouraging state and
local efforts? First, the aggressive
promotion of economic development in
manufacturing has primarily been a state
and local role during the post-World War
II era. Second, many of the key inputs for
advanced manufacturing development are
provided locally, such as land for
industrial or high-tech development, and
education of workers through universities
or community colleges. Third, there is
less risk if 50 states and many more local
areas pursue a wide variety of economic
development strategies to promote the

development of U.S. industry than if the
federal government pursues one uniform
national economic development strategy.
Fourth, the competition among the states
to promote new product development in
U.S. manufacturing and greater
productivity in U.S. manufacturing

In addition to being caused
by the recession, the
manufacturing decline in
output is associated partially
with recent trade trends.
should, over time, result in better program
designs, at least if these economic
development programs are properly
evaluated.
Why should manufacturing be a
particular focus of economic
development? Economic development
policies should seek to overcome these
market failures regardless of industry.
However, many of these market failures
are likely to be particularly prevalent in
manufacturing.
Manufacturing probably has an aboveaverage share of market failures due to
spillover benefits of R&D, and due to
problems in developing and deploying
new technology. Also, manufacturing
provides an above-average share of the
higher-wage jobs with modest education
requirements that can help overcome
labor market problems for less-educated
workers in distressed regions. In practice,
therefore, economic developers who seek
to overcome market failures will end up
spending a greater than average amount
of time and resources in dealing with
manufacturing. As a result, efficient
economic development policies will
provide particularly strong benefits to the
manufacturing sector.

Promoting Better State and Local
Economic Development
How then, should the federal
government promote better state and local
economic development strategies without
impeding state and local creativity in this
area?
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1) The federal government should
encourage more "positive sum"
competition among state and local
governments in economic development,
rather than the zero sum game of
competing to attract the latest branch
plants.
2) The federal government should
enhance current efforts that help support
advanced manufacturing, and provide
extra matching funds to support
additional state efforts.
3) The federal government should
require and fund high-quality evaluations
of state and local economic development
efforts.
First, by "positive sum" competition
among state and local governments, I
mean a competition that will enhance
overall national economic activity. One
model for such intervention is suggested
by the European Union, which has
regulations prohibiting national and
regional governments from providing
firm-specific assistance for economic
development, except in three cases: to
promote high-tech industry, to help smalland medium-sized businesses, and to

If we accept stronger trade links
and technological improvements
as desirable, we must also
accept the consequences: the
lower skill component of
many manufacturing industries
will continue to shift to
lower-skill countries.
assist regions that the European Union
has designated as distressed.5 These
economic development interventions help
promote overall national economic
activity (and hence are "positive sum")
because they help overcome various
market failures: the tendency of firms to
underinvest in research with spillover
benefits to others, information and
financing problems inhibiting small
business growth, and labor market
problems that lead to involuntary
unemployment in distressed regions. I
would suggest adding one category to the
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European Union list: we should permit
firm-specific subsidies to help revitalize
brownfields (parcels of land with actual or
perceived environmental problems
impeding their development). The federal
government could implement such
regulations by reducing federal
development aid to a state or local
government that provides forbidden types
of firm-specific subsidies.6
Refocusing state and local economic
development efforts on high-tech
development, small business, distressed
regions, and brownfields would avoid
wasted resources in attracting new branch
plants. State and local governments
devote $20 billion to $30 billion per year
to economic development, most of which
goes in tax incentives to attract new
branch plants.7 There are significant gains
in retargeting current state and local
economic development resources on more
positive-sum economic development
activities. Certainly state and local
governments would make mistakes in
seeking to develop high-tech clusters,
improve productivity in manufacturing
plants, or provide customized worker
training for entry-level or incumbent
workers. But with a large portfolio of
such projects in many competing states
using diverse policy approaches, many
new high-skill jobs would be successfully
developed.
Second, the federal government should
enhance current efforts to help support
advanced manufacturing, and provide
extra matching funds to support
additional state efforts. These state and
local efforts to increase the productivity
of advanced manufacturing have spillover
benefits for manufacturers and consumers
throughout the nation, unlike state and
local competition to attract a new branch
plant. Among current federal efforts, the
federal Manufacturing Extension
Partnership (MEP) program supports a
network of state and local centers that
help provide technical assistance to smalland medium-sized manufacturers in
improving their productivity. Studies
comparing the productivity growth of
firms that received more assistance from
MEP centers because they happened to be
close to a center with similar
manufacturing firms that happened to be

located further away from MEP centers
show that MEP does have significant
effects in improving manufacturing
productivity (see Jarmin 1999). This
program should be expanded, but the
administration's fiscal year 2004 budget
instead proposes phasing out federal
funding for the MEP. Another current

Refocusing state and local
economic development efforts
on high-tech development,
small business, distressed
regions, and brownfields
would avoid wasted resources
in attracting new branch plants.
federal economic development effort is
the Advanced Technology Program
(ATP), which provides grants to
companies for "early-stage" research.
Case studies suggest that this program is
important in encouraging some
economically beneficial projects that
otherwise would not occur in a timely
manner (see, for example, Branscomb and
Auerswald 2002). ATP should be
expanded, but instead the administration's
fiscal year 2004 budget proposes
elimination of this program as well.
Beyond maintaining these current
programs, we should rethink the federal
role in economic development. We should
reform the U.S. Economic Development
Administration (EDA) in the Department
of Commerce by providing the resources
and charter needed for the EDA to play a
major catalytic role in providing matching
funds for "positive-sum" state and local
economic activities that will promote
advanced U.S. manufacturing
development capable of competing in the
world market. This revitalized EDA could
provide matching grants to help support a
wide variety of "positive sum" state and
local economic development initiatives,
including strategies for developing local
high-tech clusters, and worker training
programs targeted at particular industries.
Just as important, a revitalized EDA could
provide technical assistance to help state
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and local economic developers improve
the effectiveness of their programs.
Third, as part of a renewed federal
commitment to support positive-sum
economic development, the federal
government should require and fund highquality evaluations of state and local
economic development efforts, so we can

The federal government
should require and fund
high-quality evaluations of
state and local economic
development efforts, so
we can learn about what
works and why.
learn about what works and why. A
variety of good models exist for doing
evaluations of economic development
programs, including comparing assisted
with unassisted firms and assisted with
unassisted areas. 8 Federal requirement
and funding of such evaluation makes
sense because the gains from program
evaluation and program learning accrue to
economic development efforts around the
nation, which means that state and local
agencies, which lack a national mission,
will underinvest in such evaluation. At a
minimum, the federal government should
establish guidelines for evaluating local
economic development efforts, similar to
the guidelines the federal government has
established for evaluating and scoring
public investment projects.

The Costs and Benefits of Promoting
Manufacturing Revitalization
A significant government initiative in
U.S. economic development might
involve $40 billion or so annually in
resources: $30 billion in state and local
economic development resources would
be redirected to more positive-sum
economic development activities, and $10
billion in federal resources would be used
as a carrot to encourage both the
expansion of such state and local efforts,
and adequate evaluation of such efforts.
While such a funding level is small
relative to total manufacturing activity
(less than 3 percent of annual U.S.

OCTOBER 2003
manufacturing value-added), these funds
will be a catalyst to help leverage
significant private investments. Over time,
a more productive use of $40 billion
annually in government resources could
help significantly enhance the overall
productivity of the U.S. manufacturing
sector. This increase in manufacturing
productivity will help increase U.S. per
capita incomes and the competitiveness of
U.S. manufacturing.9
Notes
1. Real earnings figures in manufacturing
derived from Regional Economic Information Sys
tem of U.S. Bureau of Economic Analysis (BEA),
divided by deflator from personal consumption com
ponent of GDP calculated by BEA. Figures are for
change from first quarter of 2000 (the peak in U.S.
real earnings in manufacturing) to first quarter of
2003. Manufacturing earnings using SIC definitions
were linked to earnings using NAICS definitions
using the first quarter of 2001 as a link quarter.
2. Manufacturing employment and output fig
ures are for period from June 2000, the peak in man
ufacturing production, until September 2003.
Employment figures come from the U.S. Bureau of
Labor Statistics. Output figures are based on the
manufacturing industry production index of the
Board of Governors of the Federal Reserve System.
3. Calculation from DeLong (2003).
4. Market failures that impede economic devel
opment are extensively discussed in Bartik (1990).
5. For more detailed discussion of European
Union policies toward economic development
incentives, see Schweke (2000) and Thomas (2000).
6. Proposals for federal intervention to limit or
prohibit state and local economic development sub
sidies have been most prominently made by Burstein and Rolnick (1995). Burstein and Rolnick argue
for outlawing all firm-specific economic develop
ment subsidies, whereas my proposal is to outlaw
the subsidies that clearly are not "positive sum."
7. This estimate of state and local resources
devoted to economic development is discussed in
Bartik (2001, p. 251).
8. A review of evaluation methods and results in
local economic development is provided in Bartik
(2002).
9. Such policies will not solve the problem of
workers being displaced from manufacturing indus
tries; indeed, in some cases, promoting higher man
ufacturing productivity may cost manufacturing
jobs. But with greater productivity and U.S. per cap
ita incomes, the U.S. economy will be better able to
afford the retraining and placement efforts needed to
help displaced workers. The issue of how best to
help displaced workers is outside the scope of this
article.
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John S. Earle

Upjohn Institute Hosts
Research Conference on
Microeconomic Analyses
of Labor Reallocation
ogether with IZA (Institute for the
Study of Labor) and WDI (William
Davidson Institute at the University of
Michigan Business School), the Upjohn
Institute recently organized a conference
focused on the burgeoning research area
of labor reallocation. About 45
participants from across the United States
and 14 other countries assembled at
Brook Lodge, a conference center near
Kalamazoo that was developed around the
late Dr. W.E. Upjohn's summer cottage in
the early 20th century. Papers presented at
the conference were selected through an
open call, and the participation of some
individuals, in particular several Russian
economists, was supported by partial
funding from a USAID Think Tank
Partnership Grant to the Center for Labor

The conference included applied
research using the micro-level
data from a variety of
economies, including the United
States and other industrialized
countries, as well as developing
and transition economies.
Market Studies in Moscow, the CEU
Labor Project in Budapest, IZA, and the
Upjohn Institute.
The literature on labor reallocation
presented at the conference has been
spurred by a number of recent
developments: the perceived increasing
pace of structural change, the availability

of new microeconomic data (particularly
involving the demand side of the labor
market), and the example of drastic shifts
and dislocation in the transition
economies of Eastern Europe and the
former Soviet Union. The conference
included applied research using the
micro-level data from a variety of
economies, including the United States
and other industrialized countries, as well
as developing and transition economies.
Comparative analyses of labor
reallocation are particularly valuable
because of the much greater variation in
policies and institutions exhibited
internationally and because the quality of
data from other countries frequently
surpasses those available in the United
States. Daniel Hamermesh delivered the
keynote address, which summarized some
of these motivations for research in this
area and discussed problems in
implementing such research.
Worker Mobility and Displacement
The topics of the papers presented at
the conference can be grouped in two
broad categories. One category focused
on worker mobility and displacement in
the reallocation process. Hank Farber,
for example, provided an analysis of the
magnitude and consequences of job loss
since 1981 in the United States, using the
Displaced Worker Supplements to the
Current Population Survey. Studies of the
wage losses of displaced workers in
France and Sweden were presented by
Arnaud LeFranc and Donald Storrie,

respectively, while Gerard Pfann
analyzed this issue for workers laid off
from the Fokker Aircraft Company in the
Netherlands. Peter Kuhn considered the
possibility that workers with less skill
specificity might cope better with
displacement, Klara Sabirianova Peter
investigated skill-bias in relative wage
changes in Russia, and Nuria RodriguezPlanas proposed that the presence of
asymmetric information might imply that
a longer unemployment duration, over
some range, could provide a positive
signal of quality to prospective
employers; she also provided empirical
evidence in support of this claim.
Katherine Terrell, in a paper with Daniel
Munich and Jan Svejnar, estimated the
returns to worker mobility in the Czech

Comparative analyses of labor
reallocation are particularly
valuable because of the quality of
data available for other
countries and the large variation
in economic policies and
structural change.
Republic over the turbulent period from
1989 to 1996, distinguishing workers who
voluntarily quit from those who are laid
off, and paying special attention to those
who move to the new private sector in that
transition economy.
Interfirm Reallocation of Labor
The second broad category of research
focused on the firm side of the labor
market: interfirm and interplant
reallocation of jobs and workers,
adjustment costs, institutional and policy
constraints on adjustment, and
restructuring and downsizing behavior.
John Haltiwanger (together with Lucia
Foster and Chad Syversori) discussed the
possibility that firm turnover might
involve selection based not only on
productivity but also on profitability,
which could imply that market power
distorts the reallocation process. The
question of the efficiency of reallocation
was addressed from a different angle by
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David Brown, who in a paper with
John Earle estimated the impact on
productivity-enhancing labor reallocation
in Russia and Ukraine, comparing the
Soviet to the post-Soviet periods and
examining the effects of enterprise
privatization and market liberalization.
Hartmut Lehmann (together withAtanas
Christev and Olga Kupets} estimated the
effects of trade openness on job flows in
Ukraine, and Paul Devereux used panel
data in a reconsideration of the
consequences of holding worker
composition constant for the estimated
cyclical relationship between industry
employment and wages. Catalina
Amuedo-Dorantes examined job flows of
temporary and permanent workers in
Spain, and Anders Frederikson and
Pekka Ilmahunnas investigated job and
worker flows in Denmark and Finland,
respectively.
These topics have been central to the
mission of the Upjohn Institute since its
founding, which was motivated by Dr.
Upjohn's concern for the welfare of
workers, particularly those displaced as a
result of demand shifts and economic
downturns. The Institute was grateful for
the joint sponsorship and enthusiastic
partnership of IZA and WDI in this
important endeavor to promote and
disseminate valuable research in this area.
Particular thanks go to the co-organizers
Hartmut Lehmann (IZA) and Katherine
Terrell (WDI).
All conference papers can be
downloaded from the Upjohn Institute
Web site: http://www.upjohninstitute.org/
confindex.htm.
John S. Earle is a senior economist at the
Upjohn Institute.
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2003 Dissertation Award Winners
First Prize (co-winners)
Rucker Charles Johnson
James X. Sullivan
University of Michigan
Northwestern University
Honorable Mention
Julie A. Kmec
University of Pennsylvania

Essays on Spatial Structure, Job Search, and Job Mobility
Rucker Charles Johnson
This dissertation consists of three self-contained essays that address two distinct
topics in labor economics: 1) the effect of geographic accessibility to employment
opportunities on job search outcomes, and 2) the effects of job skills on wage growth and
job mobility patterns. Both of these have become increasingly important topics for study,
amid the structural economic changes (over the past three decades) in employment
occupationally, sectorally, qualitatively, and geographically that have resulted in
increased earnings inequality within and between racial/ethnic and education groups.
The first essay emphasizes the spatial nature of the job search process and highlights
the importance of spatial aspects of the labor market in shaping the structure of
opportunity. The remaining two essays are thematically related, focusing on the earnings
and job dynamics of former/current welfare recipients in the post-1996 welfare reform
era. Both of these essays use new survey data from Michigan of both employers and
longitudinal data of former/current recipients.
Essays on the Consumption, Saving, and Borrowing Behavior of Poor Households
James X. Sullivan
This thesis examines micro-level borrowing, saving, and consumption behavior of the
poor in the United States. The four chapters in the thesis address several important policyrelevant issues related to the well-being of the poor, including the ability of households to
maintain well-being during unemployment, the well-being of single mothers
transitioning from welfare to work, and the impacts of welfare reform on saving.
Chapter 1 examines whether credit markets help poor households maintain well-being
during spells of unemployment, and Chapter 2 addresses the issue of why the poor in the
U.S. tend to have very low rates of saving. Chapters 3 and 4, both of which are joint works
with Bruce Meyer, evaluate the merit of consumption and income measures of the
material well-being of the poor, and examine how the dramatic changes in tax and
welfare policies in the 1980s and 1990s affected the material well-being of low-educated
single mothers.
Race in the Workplace and Labor Market Inequality
Julie A. Kmec
This dissertation integrates a labor market stratification and organizational
demography approach to investigate race and sex labor market inequality. The foremost
research concern is to investigate inequality in employer allocation of rewards to minority
and majority group workers, and especially how the allocation of rewards occurs in and is
patterned by features of work establishments. A second focus is on how employers
systematically sort whites and minorities into different jobs. The analyses presented in
this dissertation are among the first to use establishment-worker linked data to explore the
association between race segregation at the job-level and worker outcomes.
Following a review of methods used to collect establishment-worker linked data, the
first set of empirical analyses tests predictions from three theories about the effects of
workplace race composition on individual wages and job benefits. A second set of
analyses investigates the sources of variation in the race and sex composition within
establishments. A final set of multivariate analyses explains the black-white gap in pay in
urban labor markets.

Noteworthy" Books for 2002
The Upjohn Institute is pleased to announce that four of its titles published in 2002 were recently selected as "Noteworthy Books
in Industrial Relations and Labor Economics" by Princeton University's Industrial Relations Section. The entire list of the Industrial
Relations Section's 2002 picks may be found in its Selected References. Use the order form on the back page of this newsletter to
receive 20 percent off the list price of these four "Noteworthy" books.
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JOBS
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What Does Trade Mean (or
Employment anil Job Loss?

Imports, Exports, and Jobs
What Does Trade Mean for Employment and Job Loss?
Lori G. Kletzer, University of California, Santa Cruz
"The author presents a broad picture offree trade theory through a review of the relevant literature, and analyzes
systematically the precise effects of the free trade experience within and across categories of industries, particularly
manufacturing. The book contains an impressive array of statistical material covering trade, manufacturing and employment
over the last twenty-five years." Selected References
221 pp. $40 $32 cloth ISBN 0-88099-248-4 m& $14.40 paper ISBN 0-88099-247-6 / 2002.

Helping Working Families
The Earned Income Tax Credit
Saul D. Hoffman and Laurence S. Seidman, University of Delaware
Hoffman and Seidman offer an up-to-date assessment of the EITC in which they analyze, evaluate, summarize, and
critique the current state of the program. The authors find that, overall, the EITC works well, and that it has earned its
political popularity. Yet they also uncover several problem areas that they address with specific recommendations based on
their analysis.
245 pp. $40 $32 cloth ISBN 0-88099-254-9 / $i& $14.40 paper ISBN 0-88099-253-0 / 2002.

Targeting Employment Services
Randall W. Eberts, W.E. Upjohn Institute
Christopher J. O'Leary, W.E. Upjohn Institute
Stephen A. Wandner, U.S. Department of Labor, Editors
This book offers a thorough overview of the U.S. experience with targeting reemployment services and self-employment
assistance to UI beneficiaries most likely to exhaust benefits. The authors also suggest other programs that might benefit
from targeting, examine Canadian efforts at targeting reemployment services, and consider prospects for a Frontline
Decision Support System for one-stop centers.
434 pp. $64 $51.20 cloth ISBN 0-88099-244-1 / $23 $18.40 paper ISBN 0-88099-243-3 / 2002.

How New is the "New Employment Contract"?
Evidence from North American Pay Practices
David I. Levine, University of California, Berkeley
Dale Belman, Michigan State University
Gary Charness, University of California, Santa Barbara
Erica L. Groshen, Federal Reserve Bank of New York
K.C. O'Shaughnessy, Western Michigan University
"This book nicely complements the literature on job stability and scholars, practitioners, and policymakers should pay
careful attention to the careful and thorough results of [this book] when considering the 21st century employment
relationship." Relations Industrielles
"Because the book systematically addresses a fairly wide range of issues about pay differences, it could provide useful
supplementary reading for courses in labor economics or industrial relations." Monthly Labor Review
"A useful addition to comprehensive labor economics collections." Choice
270 pp. $41 $32.80 cloth ISBN 0-88099-232-8 / $22 $17.60 paper ISBN 0-88099-23 1-X / 2002.
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Hoffman and Seidman

To order a publication or request a catalog,
mail, phone, fax, or e-mail:

Plus shipping
TOTAL $

SHIP TO:

BILL TO: (must attach purchase order)
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